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the person records one point. No points are recorded
when it lands as tails. The expected value of a coin flip in
this trial is 0.5 points because there is only a 50% chance

that the quarter will land as heads.

If you only flip the coin only twice, the average value
could end up far from the expected value. Consecutive
heads produce an average value of one point while two
tails have an average value of zero points. Increasing the
number of observations is more likely to yield an aver-
age value closer to the expected value. If there are 53
heads and 47 tails during 100 flips, the average value
would be 0.53, which is very close to the 0.5 expected

value, This is how the law of large numbers works.

Understanding the Law of Large Numbers in Insurance

In the insurance industry, the law of large numbers pro-
duces its axiom. As the number of exposure units (poli-
cyholders) increases, the probability that the actual loss
per exposure unit will equal the expected loss per expo-
sure unit is higher.To put it in economic language, there

are returns to scale in insurance production.

In practical terms, this means that it is easier to establish
the correct premium and thereby reduce risk exposure
for the insurer as more policies are issued within a given
insurance class. An insurance company is better off issu-
ing 500 rather than 150 fire insurance policies, assuming
a stable and independent probability distribution for

loss exposure.

To see it another way, suppose that a health insurance
company discovers that five out of 150 people will suffer
a serious and expensive injury during a given year. If the
company insures only 10 or 25 people, it faces far great-
er risks than if it can ensure all 150 people. The company
can be more confident that 150 policyholders will col-
lectively pay sufficient premiums to cover the claims

from five customers who suffer serious injuries.

Special Considerations

There were nearly 6,000 insurance carriers in the United
States as of 2016, according to the National Association
of Insurance Commissioners. Some carriers are more
successful than others who provide the same or similar
types of coverage. If there are increasing returns to scale
in insurance, thanks to the law of large numbers, then
why are there so many insurance companies rather than

a few giants dominating the industry?

First, all insurance companies are not equally adept
at the business of providing insurance. This includes
maintaining operational efficiency, calculating effective
premiums, and mitigating loss exposure after a claim is
filed. Most of these features do not impact the law of

large numbers.

However, the law of large numbers becomes less effec-
tive when risk-bearing policyholders are independent of
one another. This is most easily seen in the health and
fire insurance industries because diseases and fire can
spread from one policyholder to another if not properly

contained. This problem is known as contagion.

There are also potentially insurable risks for which the
law of large numbers theoretically could be useful, but
there are not enough potential customers to make it
work. Consider trying to insure a city against the risk of
nuclear or biological warfare. It would take thousands
or millions of major cities paying premiums to offset the
cost of one realized risk. There aren't enough cities in the

world to make it work.

Finally, each insurance consumer has an individual risk
preference, time preference, and price point for insur-
ance. As the variety in demands increases, the potential
benefit from the law of large numbers decreases be-

cause fewer people want similar types of coverage.
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The Law of Large Numbers

In the Insurance Industry

Insurance companies rely on the law of large numbers to
help estimate the value and frequency of future claims
they will pay to policyholders.

When it works perfectly, insurance companies run a
stable business, consumers pay a fair and accurate pre-
mium, and the entire financial system avoids serious
disruption. However, the theoretical benefits from the
law of large numbers do not always hold up in the real

world.

What is the Law of Large Numbers?

The law of large numbers stems from the probability
theory in statistics. It proposes that when the sample
of observations increases, variation around the mean
observation declines. In other words, the average value

gains predictive power.

For example, consider a simple trial in which someone

flips a quarter. Every time the quarter lands on heads,
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around costs for medical goods and services, physical
damage or liability resulting from the operation of auto-
mobiles, property damage or liability from home owner-
ship, and the loss of life.

Health Insurance Claims

Costs for a surgical procedures or inpatient hospital
stays remain prohibitively expensive. In 2014, the aver-
age cost across the United States for a day in a hospital
sat at $2,212. Individual or group health policies indem-
nify patients against financial burdens that may other-
wise cause crippling financial damage. Health insurance
claims filed with carriers by providers on behalf of pol-
icyholders require little effort from patients, as 94% of
medical claims were adjudicated electronically in 2011,
a 19% increase from 2006. Policyholders must file paper
claims where medical providers do not participate in
electronic transmittals but charges result from covered
services rendered by professionals or facilities. Ultimate-
ly, an insurance claim protects an individual from the
prospect of large financial burdens resulting from an

accident or illness.

Property and Casualty Claims
Ahome s typically one of the largest assets an individual

owns. A claim filed against damage from covered perils

is initially routed via phone or the internet to a represen-
tative of an insurer, typically an agent or claims adjuster.
Unlike health insurance claims, the onus is on the policy-
holder to report damage to a deeded property he owns.
An adjuster, depending on the type of claim, inspects
and assesses damage to property for reimbursement to
the insured. Upon verification of the damage, the ad-

juster initiates the process of reimbursing the insured.

Life insurance Claims
Life insurance claims require the submission of a claim
form accompanied by a death certificate. The process,
especially when claims involve high face amounts, may
require in-depth examination by a carrier to ensure that
the death of the covered individual did not fall under
any exclusion contained in the contract, such as suicide
or death resulting from a criminal act. Generally, the pro-
cess takes about 30 to 60 days without extenuating cir-
cumstances, affording beneficiaries the financial where-
withal to replace the income of the deceased or simply
cover the burden of final expenses.
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Insurance Claim

What is an‘Insurance Claim’

An insurance claim is a formal request to an insurance
company asking for a payment based on the terms of
the insurance policy. The insurance company reviews
the claim for its validity and then pays out to the insured
or requesting party (on behalf of the insured) once ap-

proved.

Insurance claims cover everything from death benefits

on life insurance policies to routine health exams at your

local doctor. In many cases, third parties file claims on
behalf of the insured person, but usually only the per-

son(s) listed on the policy is entitled to claims payment.

BREAKING DOWN ‘Insurance Claim’

A paid insurance claim serves to indemnify a policyhold-
er against financial loss. An individual or group pays pre-
miums as consideration for completion of an insurance
contract between the insured party and an insurance

carrier. The most common insurance contracts revolve
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Corona will push the future

Almost /30%/ of financial plan in insurance companies
is assigned for risk management and this percentage is
increasing on a daily basis and with every wave of COVID
19, the reason for this increasing is the impact of COVID
/19/ & COVID /20/ on insurance markets, on capital
markets, on assets risks, and on the growth of premiums.
As the virus begins to spread, most of insurance
companies did not know how COVID Virus would affect
their activities; in general and because of the lockdown
measures in most countries the number and the
volume of the claims had decreased; on other hand; life
insurance line had increased.

The previous situation helped insurance companies to
maintain their loss ratio at an acceptable level but it had
negative impacts on their equity because of the hustle
fluctuations in stock markets.

Insurance companies are expecting more challenges on
many aspects as business continuity, business resilience,
liquidity and cash management, they started to work
remotely and they believe that Corona will push the

future to come early, thus they are looking for innovation

in insurance.

COVID /19/ enhanced the quick responses of insurance
companies and made them more ready and flexible to
deal with new shocks and crisis as digitalization, new
viruses, etc. In addition to that, insurance companies
have become more sensitive to the economic
expectations issued from international institutions as
monetary fund.

Insurance companies responded to corona crisis by
using two approaches and both approaches based on
dedicating a team to response immediately to the crisis
and a team to deal with the impacts on long term.

As aresult,insurance companies introduced corona virus
insurance policy in addition to new health insurance
plans; and they created new distribution channels to
reach more customers. On other side, they thought
outside the box and decided to create impact that goes
far beyond the insured expectations.

Insurance attracted the talent in order to enhance
innovation culture, to improve business resilience and

to keep their contribution to economic growth.
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of management. Management is responsible for ensur-
ing return on investment made by shareholders. small
shareholders are still an important source of capital for
corporations as the mutual funds industry is still emerg-
ing.The issues relating to efficiency of a management is
of concern to shareholders as there is no control mech-
anism through which they can control the activities of
the management, whose efficiency is detrimental for
returns on their (shareholders) investments.

The management of a corporation is accountable to its
stakeholders. Accountability issues emerge out of the
stakeholders’ need for transparency of management in
the conduct of business. Since the activities of a corpo-
ration influence the workers, customers and society at
large, some of the accountability issues are concerned
with social responsibility that a corporation must shoul-
der.

Good corporate governance is the key to efficiency in a
competitive environment, as it provides a cutting edge.
It is necessary not just because it is good for the share-
holders and other stakeholders, it is essential because
it is in the interest of the company itself in the present

competitive environment existing in Insurance.

It is good for the shareholders because it is good for the
company on which their future depends. If the quality
of corporate governance is good, decision-making pro-
cess should be transparent, consistent with the need
to protect the competitive interests of the company as

otherwise shareholders and other stakeholders in the

enterprise would lose out.

Corporate governance is the acceptance by the man-
agement of the inalienable rights of shareholders as the
true owners of the corporation and of their own role as
trustees on behalf of the shareholders. It is about com-
mitment of values, about ethical business conduct and
about making a distinction between personal and cor-

porate funds in management of the company.

Investment is an act of faith in the ability of corporate
management. Investors expect management to act as
trustees and ensure safety of capital and also to earn
rate of return higher than cost of capital. Management
is expected to protect the investors’ interest and adopt

good corporate governance practices.

Despite various attempts, neither a globally accepted
definition nor a universally agreed model of corporate
governance could be established so far. Though there is
agreement as to general and basic principles of corpo-
rate governance but applications are made according
to the needs of an individual organisation and existing
business environment.

Good corporate governance is not ‘one size fits all” prop-
osition, and a wide diversity of approaches to corporate
governance should be expected and entirely appropri-
ate. Moreover, a corporation’s practices will evolve as it

adapts to changing situations.
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certain norms indeed we need to comply with. Similarly,
we also need to maintain certain norms. Here comes the
importance of corporate governance in a service orient-
ed financial institutions like ours and for all other insur-

ance firms.

The synonym of corporate governance is “good gov-
ernance”. Governance indicates behaviour. The gover-
nance is the responsibility and accountability for the
overall operation of an organisation. Governance is a
shared process of top level leadership, policymaking
and decision making. Corporate Governance is a rela-

tively new issue .

The concept of corporate governance is defined in sev-
eral ways because it potentially covers the entire gamut
of activities having direct or indirect influence on the
financial health of corporate entities. Corporate gover-
nance is a system by which business corporations are
directed and controlled. It specifies the distribution of
rights and responsibilities among different participants
in the corporation.Corporate governance also spells out
the rules and procedures for corporate decision-making.
But who are the participants here? The answer is — board
members, managers, shareholders and other stakehold-
ers.

Now obviously the question comes as — who are the
stakeholders?

The stakeholders are those that have interests in the or-

ganisation i.e.:

1- Shareholders
2- Stakeholders
3- Employees
4- Suppliers

5- Customers

Ensuring better corporate performance through in-
volvement in strategy formulation and policy making,
corporate conformance through top management’s su-
pervision surveillance and accountability to the stake-
holders come under the ambit of corporate governance.
First consideration is the strategy formulation. It is the
plan that help identify agency goals, objectives, and
performance measures. The plans are evaluated annual-
ly to determine their efficiency and success.
Corporate governance addresses three basic issues of
any organisation:

Ethical issues,

Efficiency issues,

Accountability issues.

Ethical issues are concerned with the problem of fraud/
fraudulent activities, which is becoming wide spread in
capitalist economies. Corporations often employ fraud-
ulent means to achieve their goals. At times corpora-
tions may resort to unethical means like bribes, giving
gifts to potential customers and lobbying under the
cover of public relations in order to achieve their goals
of maximising long-term owner value.

Efficiency issues are concerned with the performance
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Corporate Governance in Insurance Sector

Good corporate governance is key to efficiency in a
competitive environment, as it provides a cutting edge.
It is necessary, not just because it is good for the share-
holders and other stakeholders, but because it is in the
interest of the company itself in the present prevailing
competitive environment in insurance industry.
Financial or Monetary Management is all about con-
trolling company’s finances so that can make better
decisions. by appoint accountants and officials in our
internal audit department to keep proper track of the
company’s income and spending.

Even in our handling of personal finance, it is important

to practice sound money management practice, which

will invariably help us to :

Control our spending, build up good credit record &
avoid situations for debt/ taking loan.

Prepare ourselves for unexpected emergencies to cope
with.

Save money & resorting to follow proper investment
mechanism.

Focus on future goals for better control of personal fi-
nances.

Money management is an important skill that can help
us meet our goals and give us peace of mind. We need
to educate ourselves on our various options and think
realistically about what we can afford now, and what we

will be able to afford in future and obviously there are
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